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Taxation Section 
Edited by J. A. L. GuNN, F.1.c.A. 






DEPRECIATION OF* PLANT AND BUILDINGS ACQUIRED, INSTALLED OR 
CoNSTRUCTED FOR WAR PURPOSES 

Sections 59A and 59B contain provisions whereby taxpayers may obtain 
special depreciation allowances in respect of plant or buildings acquired, 
constructed or installed for use primarily or principally in connection with 
the prosecution of the war. 

A condition of the allowance is that taxpayers must obtain a certificate 
from a prescribed governmental authority to the effect that the plant or 
buildings have been used in the requisite manner, and the Act provides that 
such certificates must be obtained within six months after the commence- 
ment of the sections or after the acquisition, construction, or installation of 
the asset, as the case may be. 

The following publicity notice was issued on June 30, 1943, by the Depart- 
ment of Taxation to cover cases where, though application has been made 
by the taxpayer within the statutory period, the necessary certificate has not 
been issued by the Department concerned : 

“The Acting Federal Commissioner of Taxation (Mr. P. S. McGovern) 
reminds taxpayers who have acquired, installed or constructed plant or 
buildings for war purposes that certificates to that effect issued under 
Sections 59A and 59B of the Income Tax Assessment Act should be applied 
for by the 5th June, 1943, in respect of plant or buildings acquired, installed 
or constructed before the 6th October, 1942. 

“The applications for certificates should be made on the appropriate ; 
special forms to the particular Department—Munitions, Supply and Shipping, 
Commerce, Aircraft Production or Navy—which is in a position to certify 
that the applicant’s property was acquired, installed or constructed for war 
purposes. 

“Where the applicant has made his application to the prescribed authority is 
within the specified time, and has furnished all the information which could 
reasonably be expected of him, a certificate issued by the prescribed authority, 
even though issued outside the specified period, would be regarded as comply- 
ing with the conditions of Sections 59A or 59B as the case may be.” 




































ALTERATIONS TO PLANT 


Under new S. 53D(1) taxpayers are allowed to deduct the cost of— 

(i) Making alterations to, or in the position of, any property upon which 
depreciation is allowable under S. 54 for purposes primarily and ; 
principally connected with the prosecution of the present war. For j 
reasons explained later, a deduction for expenditure on structural 
alterations or additions to buildings is expressly excluded under 
S. 53D. . 

(ii) Re-establishing, removing or re-arranging that property after those 

alterations have been made. 
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Deductions under the above headings are to be allowed for income year 
ending June 30, 1945 (or substituted accounting period), and subsequent 
years. The Treasurer explained that the new provisions were being enacted 
mainly to authorise the deduction of expenditure incurred by taxpayers in 
effecting alterations to plant and machinery for war purposes and in re- 
converting that plant and machinery for civil production purposes. 

Under the income tax law as it stood previously, expenditure on alterations 
to, or in the position of, plant and machinery was not, as-a general rule; 
an allowable deduction. This expenditure is of a capital nature, and but 
for the present amendment would be added to the cost of, and written off by 
way of depreciation over the life of, the plant. 

War-time demands have necessitated extensive alterations to convert plant 
and machinery from peace-time to war-time production. As the demands 
for war production diminish and finally cease, manufacturers will be obliged 
to incur further expenditure to reconvert plant and machinery to meet 
again the requirements of peace-time production. 

As much of this expenditure does not, in fact, add to the capital value 
of the plant and machinery, it is inappropriate that the deduction for the 
expenditure should be spread, by way of a depreciation allowance, over the 
remaining years of the life of the plant. Section 53D(1) accordingly allows 
a deduction of the expenditure from income of ‘the year in which it is 
incurred. 

In order to qualify for the deduction, the alterations must be made for 
purposes primarily and principally connected with the prosecution of the 
present war. These purposes are not limited to the preduction of the materials 
of war, e.g., munitions, but extend to all purposes associated with production 
in the furtherance of the nation’s war effort. 

The cost of structural alterations or additions to buildings has been 
excluded froin the deduction allowable by S. 53D(1), because S. 59B of the 
Act already illows a deduction in respect of the loss on sale or the loss in 
value of buildings erected or acquired, or alterations, additions, or extensions 
made after June 30, 1938, for war purposes. 

Section 53D(2) precludes any deduction to a taxpayer where the expen- 
diture on alterations creates an enduring benefit to the taxpayer. The official 
example of this class of expenditure is enlarging or reinforcing foundations 
for heavy machinery, or permanently improving the lay-out of a factory. 
In such cases the deduction otherwise allowable under S. 53D(1) is to be 
reduced by an amount equal to the value of the enduring benefit so created. 

Section 53D(3) covers cases where the taxpayer is recouped or is entitled 
to be recouped by, any person for expenditure incurred in alterations or 
restorations; for example, by the Commonwealth or State or some other 
public authority. 

Except where the amount recouped is included in assessable income, the 
amount recovered is to be deducted from the expenditure which would 
otherwise be allowable under S. 53D(1). It is further provided by S. 53D(4) 
that any expenditure which is allowed under S. 53D(1) shall not form part 
of the cost of property in determining the depreciated value of any property 
for the purpose of S. 62. The purpose of this sub-section, it is stated, is to 
prevent a taxpayer from obtaining a further deduction by way of depreciation 
on that part of the cost of the plant which represents expenditure which has 
been allowed as a deduction under S. 53D(1). 

Under S. 53E(1) a taxpayer who is dissatisfied with any decision of the 
Commissioner under Ss. 53A, 53C or 53D may, within 60 days after service 
on him of notice of the decision, request the Commissioner in writing to 
refer the decision to the Board of References. This Board may vary or 
confirm the Commissioner's decision, and is not appealable. In this regard 
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eat it is noted that S. 53D, unlike Ss. 53A and 53C, contains no provision that 
= any matter or question arising out of the application of that section shall be 
ted dependent upon the opinion of the Commissioner. Normally, questions of 
' fact may be referred to the Board of Review for decision. By sub-section s 
= (4) of S. 53E, however, the usual machinery for reviews and appeals is 
rendered inapplicable to any matter arising under the sections mentioned 
ons which may be referred to the Board of Referees. 
ile, It will be noted that the above provisions apply only in respect of plant 
but which has been converted from peace-time production to war-time production 
by and is being reconverted to peace-time production. No deduction is allowed 
in respect of plant which was installed for war-time production in the first 
amt place and is then altered or re-arranged for peace-time production. 
ids The reason for this will be found in S. 59A, which makes provision for 
ed additional depreciation upon plant acquired or installed for use in connection 
cet with the war. ' 
Also, there is no special allowance under S. 53D(1) for the cost of altera- 
tue tions to plant used for peace-time production not converted for war-time use 
he but which is now converted to meet the altered demands of post-war produc- 
he tion. 
= Where the cost of any alterations is not allowed under S. 53D(1), that 
™ cost may be brought into the depreciation schedule and will be subject to the 
- appropriate depreciation allowance. 
he VALUE AT WHICH SUSTENANCE OR QUARTERS ARE TO BE INCLUDED IN 
ils ASSESSABLE INCOME 
on A new paragraph (4) has been inserted in S. 221C, reading as follows 
(vide Income Tax Assessment Act (No. 2), 1944, S. 8): 
En “Where an employee is employed under the terms of an award, order 
he or determination of an industrial tribunal, or under an industrial agreement, 
im and the award, order, determination, or agreement specifies the value of 
nS sustenance or quarters, or both, provided by an employer to an employee, 
or provides that in lieu of providing an employee with sustenance or quarters, 
n- or both, an employer shall pay a money allowance to an employee, the 
al employee shall, for the purpose of computing the deduction under this section, 
1S be deemed to have received as salary or wages, in addition to any money 
y. actually payable to him— 
i (a) for each week or part thereof during which he receives sustenance from 
4 the employer ; \ 
& (b) for each week or part thereof during which he occupies quarters provided ; 
es for-him by the employer; or 
' (c) for each week or part thereof during which he receives sustenance from 
‘ the employer and occupies quarters provided for him by the employer, 
d an amount calculated at the value specified therefor by the award, order, 
) determination or agreement or at the rate of the money allowance in lieu 
mn thereof provided by the award, order, determination or agreement, as the 
’ case may be, or such other amount as, in special circumstances, the Commis- 
A sioner considers reasonable.” 
n The official explanation given by the Treasurer is that Section 221C 
S provides for the deduction of income tax instalments from the salaries or i 
wages of employees. Sub-section (3) of Section 221C applies where, in 
» addition to salary or wages, the employee receives meals, sustenance, the use 





of premises or quarters as part consideration for his services. In these cases, J 
for the purposes of the tax instalments, the employee’s earnings are increased 
by 15/-.a week for meals or sustenance and by 5/- a week for the use of 
premises or quarters. 
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For assessment purposes, however, the actual value fo the taxpayer of the 
meals, sustenance, the use of premises or quarters is included in his assess- 
able income under Section 26(e) of the Act. Where this value is fixed by 
an award of the Arbitration Court or similar tribunal, the value so fixed is 
adopted for the purposes of assessment. 

_ The values fixed by industrial awards frequently exceed 15/- per week for 
board and 5/- per week for quarters. In such cases the instalment deductions 
made from the employee’s earnings are insufficient to meet the tax payable 
by the employee on assessment. New S. 221C(4) will overcome this defect 
by adopting the award values for the purposes of instalment deductions. 
These deductions and the assessment will then be based on the same values. 


PERSONS AND AUTHORITIES TO WHOM THE COMMISSIONER OF 
TAXATION May CoMMUNICATE INFORMATION 


Under S. 16 of the Commonwealth Income Tax Assessment Act, the 
Commissioner of Taxation, the Second Commissioner, and a Deputy Com- 
missioner are authorised to communicate information to taxation officials, 
various Federal and State Boards, State Income Tax Commissioners, Stamp 
and Succession Duties Offices, the Commissioner of Pensions or the Repatria- 
tion Commission, the non-existent National Insurance Commission, the Com- 
missioner for Maternity Allowances, the Director-General of Health, and the 
Prices Commissioner. 

This list is further augmented by the Income Tax Assessment Act (No. 2), 
1944, which adds a new paragraph (h), comprising: 

“... the Secretary, Department of Defence, the Secretary, Department of 
the Navy, the Secretary, Department of the Army, or the Secretary, Depart- 
ment of the Air, for the purpose of the administration of any law of the 
Commonwealth relating to payments in respect of dependants of members of 
the Defence Force.” 

It is officially explained that regulations governing the payment of allow- 
ances in respect of dependants of members of the Defence Force provide 
that, where a claim for a dependant’s allowance is made in respect of any 
person other than the wife or a child of the member, proof must be furnished 
that the claimant is dependent upon that member. The regulations also pro- 
vide that, in determining the rates of dependants’ allowances to be paid in 
such cases, regard shall be had to the extent to which the claimant for the 
allowance is dependent upon the member. It is important, therefore, that 
the Defence authorities should have accurate information concerning the 
income of such claimants. 

The provision, it is stated; will have only limited.application. It will 
permit the Commissioner to furnish such information only where it is 
required for the purpose of administration of any law relating to the payment 
of allowances in respect of dependants of members of the Defence Force. 
Moreover, the information will be sought from the Commissioner of Taxation 
only when other methods of obtaining it have failed. 

It is considered such a provision will give an added protection to public 
funds, particularly in cases where fraud is attempted or the financial position 
of the claimant would, apart from the income tax returns, rerider an accurate 
assessment of his or her income difficult. The principle that the Com- 
missioner should make available information in connection with claims 
involving the disbursement of Commonwealth funds is already expressed in 
Section 16. 

Officers of the Departments to whom it is now proposed to communicate 
confidential taxation information will also be subject to the same obligations 
of secrecy as are taxation officers. 
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Provisions WHERE EMPLOYERS Fait to Account For or DEAL 
Wits DeEpbucTIONS 
The Income Tax Assessment Act (No. 2), 1944, has inserted a new 
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y section (221 KE) reading as follows: as ° 
“Where the Commissioner is satisfied— 
r (a) that a group employer has failed to pay to the Commissioner the whole 
S or any part of the amount of the deductions made by him under this 
e Division; or 
t (b) that an employer (other than a group employer) has failed to deal, in 
. the manner provided by or under this Division, with the whole or any b 
"7 part of the amount of the deductions made by him under this Division, 
the Commissioner may— 
(c) apply an amount equal to the amount which the employer has failed to 
pay or deal with, in satisfaction of any tax payable by the employee 
; concerned ; 
; (d) issue an interim stamps receipt; or 
i (e) make a payment in respect thereof, ° 
‘ in the same manner as if tax stamps or a group certificate of a face value 


equal to that amount had been produced to and defaced by the Com- 
missioner.” 

The Treasurer explained that the object of the amendment made by this 
section is to protect the interests of employees in the event of an employer 
failing to account for the deductions made from an employee’s salary or 
wages. 

Although the provisions of the Act requiring employers to make deductions 
and account for them to the Taxation Department will be enforced as 
effectively as possible, isolated cases may occur where an employer will 
default in the payment to the Taxation Department of the deductions made 
from the earnings of his employees. The amendment will permit the Com- 
missioner to allow credit to the employees concerned for the amounts involved. 


New Provisions RE TAx AGENTS 
Refund of Lodgment Fees 


Section 251J of the Income Tax Assessment Act provides for the regis- 
tration of tax agents by special Boards set up in the several States. It further 
provides that every application for registration shall be accompanied by a 
lodgment fee of £1. A lodgment fee of £1 is also payable in respect of each 
person whom it is desired to register as a nominee of a partnership or 
company. 

The Act contains no provision for refunding the fees where applications 
for registration are withdrawn by the applicant or refused by a Board. 

The Income Tax Assessment Act (No. 2), 1944 contains a provision 
(S. 251J(12)) which will authorise repayment of the lodgment fee in those 
cases where a Board considers that the circumstances justify the repayment. 
This repayment will be made by the Commissioner of Taxation on receipt 
of a notification in writing from the Board. The new provision will apply 
to fees already lodged as well as to future lodgment fees. 








Exemption from Registration 


The previous law prohibited a person from charging a fee for compiling 
income tax returns unless he was a registered tax agent or had been granted 
a certificate of exemption by a Tax Agents Board (S. 251L(1)). 












376 THE AUSTRALIAN ACCOUNTANT NOV. 


A Board may grant a certificate of exemption if the income derived by 
the applicant as a tax agent does not exceed £20 per annum (S. 251L(2) (a) ) 
and there is no registered tax agent within a reasonable distance of the place 
where he resides or carries on business (S. 251L(2)(b)). These exemptions 
are for a period of twelve months only and may, at the Board’s discretion, be 
renewed annually (S. 251L(3)). 

The Treasurer stated that applications for registration as tax agents had 
been received from persons who have for many years prepared a few income 
tax returns for friends and relatives and who do not desire to extend their 
activities as tax agents. 

The experience and qualifications of many of these persons are such that 
Boards have declined to grant them registration as tax agents. It has not 
been possible, however, to grant these persons exemption as they are not 
carrying on business in a remote district. 

To remedy this, S. 251L(2)(b) has been deleted by the 1944 amending 
act, thus removing the condition that there must be no registered tax agent 
within a reasonable distance of the place where the applicant for exemption 
resides or carries on business. By this means Tax Agents’ Boards will be 
enabled to grant exemption to such persons. 


i. 


Deposits in respect of Deferred Maintenance not to be allowed as 
Capital Employed 


Under new S. 53A of the Income Tax Assessment Act, 1936-1944, a sum 
of money equal to the deduction in respect of deferred maintenance is to be 
deposited with the Commissioner of Taxation. That sum will remain the 
property of the company, and, though allowed as a deduction, might, in the 
absence of an amendment, be taken into account as part of the capital 
employed. To obviate this, new paragraph (vi) has been added to S. 24(1) 
of the War-time (Company) Tax Assessment Act providing that any 
amounts allowed as deductions under S. 23A of the Income Tax Assessment 
Act from the assessable income of any previous accounting period shall be 
excluded from the capital employed. A proviso is to the effect that any sum 
repaid in whole or in part by the Commissioner “shall be included in the 
capital employed in the accounting period following the accounting period 
in the assessable income of which that sum is included and in the capita] 
employed in all subsequent accounting periods.” 

By the operation of this proviso, the amounts of deposits excluded from 
capital employed for accounting periods subsequent to that in which they are 
lodged with the Commissioner are again included in capital employed for 
accounting periods subsequent to that in which they are refunded. 

The following examples illustrate the operation of s. 24(1)(vi) in the 
cases (a) when the deposit is treated as an asset in the company’s books, and 
(b) when it is written off in the year of lodgment. 


War-TIME (CoMPANY) Tax 


Profit and Loss Accounts 
(a) (assuming that the deposit is not written off) 


Year ended June 30, 1946: 
To Expenses .. .. .. .. £5,000 By Gross Profit... .. .. £8,000 
» Net Profit .. 3,000 


£8,000 











Yea 


Yez 
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Year ended June 30, 1947: 





To Expenses .. .. .. .. #6,000 By Gross Profit .. 
» Cost of Deferred 
Maintenance .. .. 500 
Net Peet ....... 23500 
£9,000 
Year ended June 30, 1948: 
To Expenses .. .. .. .. £4,000 By Gross Profit .. 
Net Profit ........ 3000 


£7,000 


Profit and Loss Appropriation Accounts 


Year ended June 30, 1946: 
To Balance .. .. .. .. £5,000 By Balance 
Net Profit 





Year ended June 30, 1947: 
To Balance .. .. .. .. £7,500 By Balance 
Net Profit 





#7, 500 


Year ended June 30, 1948: 


To Balance .. .. .. .. £10,500 By Balance .. 
Net Profit 








Balance Sheets 
As at June 30, 1946 





Liabilities Assets 
Paid-up Capital .. .. .. £10,000 Deposit lodged with 
Profit and Loss Appro- Government 
priation Account .. .. 5,000 Other Assets .. . 
£15,000 





As at June 30, 1947 
Liabilities Assets 
Paid-up Capital .. .. £10,000 Sundry Assets .. 
Profit and Loss Appro- 
priation Account .. 


NI 
E 





mh 
— 
N 
w 
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£9,000 


“£9,000 





£7,000 


£7 ,000 


£2,000 
3,000 


£5,000 


























£500 
14,500 





£15,000 





£17,500 





£17,500 
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As at June 30, 1948 





Liabilities 
Paid-up Capital .. .. £10,000 
Profit and Loss Appro- 
priation Account .. 10,500 
£20,500 








Assets 


Capital Employed 


Accounting period ended June 30, 1946: 








Paid-up Capital .. .. .. £10,000 
Accumulated Profits .. 2,000 
Accounting period ended June 30, 1947: | 
Paid-up Capital .. .. aes £10,000 
Accumulated Profits .. 5,000 
£15,000 
Less Deposit deducted S. 24(1) (vi) .. 500 
Accounting period ended June 30, 1948: 
Paid-up Capital .. Latinas ced: Sra ae 
Accumulated Profit .. .. ........ 
Less amount allowed as deduction 
under S. 53A of the I.T.A. Act . £500 
Less amount to be included under 
S. 24(1) (vi) of the War-time 
(Company) Tax Assessment 
Mee oa ee 8 500 


Sundry Assets .. 


£12,000 

















nil 
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Profit and Loss Accounts 
(b) (assuming that the deposit is written off in the year of lodgment ) 


Year ended June 30, 1946: 
To Expenses .. 


: £5,000 
Account De- 





Deposit 
ferred Maintenance . 500 
Net Profit . 2,500 
£8,000 
Year ended June 30, 1947: 
To Expenses .. £6,000 


, Cost of Deferred 
Maintenance . .. .. 500 
Net Profit . 


By Gross Profit .. 


By Gross Profit .. 


Deposit Refunded . 





£20,500 


£20,500 


£17,500 





£8,000 
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Year ended June 30, 1948: 














































































00 To Expenses .. .. .. .. £4,000 By Gross Profit .. .. .. £7,000 
: Net Prelt....-... 360 
i £7,000 £7,000 ; 
00 —oCoC_ = 
— Profit and Loss Appropriation Accounts 
Year ended June 30, 1946: 
To Balemce .. .. .. -. #4500 By Balemce .. .. .. .. 4208 
eet Feet... .. +. ae 
£4,500 £4,500 
Year ended June 30, 1947: 
To Balance .. .. .. .. #£7,500 By Balance .. .. .. .. £4,500 
Net Profit... .... 3,000 
£7,500 : £7,500 
Year ended June 30, 1948: 
Te. Belease :. .. .. -. £90500 By Belence .. .. .. .. Ge 
mek POO os Se ke 3,000 
£10,500 £10,500 
Balance Sheets 
As at June 30, 1946 
Liabilities Assets 
Paid-up Capital .. .. .. £10,000 Sundry Assets .. .. .. £14,500 
Profit and Loss Appro- 
priation Account .. .. 4,500 
£14,500 £14,500 
As at June 30, 1947 
Liabilities Assets 
0 Paid-up Capital .. .. .. £10,000 Sundry Assets .. .. .. £17,500 
Profit and Loss Appro- 
priation Account .. .: 7,500 
- £17,500 / £17,500 
0 = 
; As at June 30, 1948 
0 Liabilities Assets 
0 Paid-up Capital ..... .. £10,000 Sundry Assets .. .. .. £20,500 
Profit and Loss Appro- 
priation Account .. ~~. 10,500 








£20,500 


—— 





‘ 
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: Capital Employed 
Accounting period ended June 30, 1946: 


Pe OE ks s5 bc ve os 40 40 ee 
Accumulated Profits .. .. .. .. e- 2,000 











£12,000 

Accounting period ended June 30, 1947: —=— 
Paeem Coated... ccc cc ere ss SE 
Accumulated Profits .. .. .. .. .. 4,500 

—— £14,500 

Accounting period ended June 30, 1948: SSS 
Pata Capttel .. .. cc cc es ce cg SOO 
Accumulated Profits .. .. ..... «. 7,500 

£17,500 

eae eee £17,500 


(N.B.—As the amount of the deposit has already been deducted and the 
refund included in the figure for accumulated profits, no further adjustment 
is required. ) 

The provisions of new S. 24(1)(vi) first apply to assessments for the 
financial year beginning on July 1, 1943, and all subsequent years, that is, to 
the assessments in respect of the accounting period beginning on July 1, 
1942. The allowance in respect of deferred maintenance will be made in 
most instances in assessments of income derived during the year ending 
June 30, 1945, or substituted accounting period. In certain circumstances, 
however, the Commissioner has power to allow deductions for deferred 
maintenance or to include repayments of deposits, as the case may be, irf 
assessments for the three preceding financial years.. To meet such cases, the 
amendment has been given retrospective application as described above. 


TRADING STOCK 
VALUE AT CLos# oF INCOME YEAR 

In the September, 1944, issue of the journal (at page 310) I discussed the 
problem of valuation of closing trading stock of pre-war years. I suggested 
that traders and manufacturers be given the option of discounting the cost 
price of closing stock by a sum which would bring those prices in line with 
Munich price levels; that is, at prices ruling on June 30, 1938, or closing 
substituted accounting period. : 

Some very intetesting comments have been received on this proposal. 
One objection raised was the impossibility of comparing pre-Munich goods 
with those in existence to-day because of deterioration in quality, alteration 
in form or design, and the use of substitute ingredients. This admitted 
difficulty could, I consider, be overcome by the use of price index numbers 
as compiled by government statisticians. 

The following information is contained in the pamphlet “Monthly Sum- 
mary of Business Statistics,” issued by the New South Wales Government 


Statistician : 
Retail price index numbers—Sydney—War period— 
Date se and Clothing Miscellaneous 
zroceries Items 
June 30 
1938 893 834 934 
1942 1,034 1,279 1,089 
1943 1,065 1,479 1,162 


1944 1,025 1,437 1,172 
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Let us apply the above data to the case of a Sydney retail merchant dealing 
exclusively in clothing. Assume that the stocks at cost price were as follows: 


June 30 

ra MP CGsds 96, ss ee St 9s secs See 
Fee eee 
CO a a ee ee 


Applying the above-cited price index numbers, the pre-Munich values 
and the above-mentioned stocks would be as follows: 


June 30 
1942 .. past x £60,000 = £39,124 
1943 . nae x £70,000 = £39.473 
1944 .. ve x £90,000 = £52,234 


Our Editor, Mr. A. A. Fitzgerald, has drawn attention to the fact that 
in U.S.A., for the purposes of excess profits duty, there is an arrangement 
by which losses incurred in any year are carried back for two years and 
forward for two years instead of as with us—carried forward for four years. 
That is to say, if a loss is incurred in any financial year, the tax assessments 
for the previous two years are recast and refunds of tax made. If the profits 
of the previous two years are not sufficient to absorb the loss, the balance of 
loss is carried forward to the succeeding two years. 

It is quite clear that during the period of rising prices a great deal of 
book profit is not “derived,” i.e., had, got, or obtained in a business sense. 
This is so because the profit is not available in any sense to the taxpayer, but 
is included in stocks on the trader’s shelves. It is reasonably certain that 
these prices will not be maintained; the profit will never be realised. There 
is, therefore, in my opinion, a strong case to be made out for granting 
some amelioration to the trading community in respect of unrealised stock. 
The professional classes are in a much more advantageous position than the 
trading community, in that the former are not obliged to return as assessable 
income any sum until it is actually received in cash. Again, owners Of 
breeding stock are empowered to bring to account their natural increase at 
a fixed low price, quite irrespective of any variations from year to year in 
the cost of raising such natural increase. 

If no satisfactory method can be found of bringing stocks to account on a 
pre-war or other basis, then I strongly recommend the method referred to 
by Mr. Fitzgerald. The arrangement existing in U.S.A. is, I think, a most 
equitable one. If subsequent experience shows that profits are not in fact 
realised, then the taxes which have been assessed on them are refunded. 

TAXATION DECISIONS OF THE Boarp OF REVIEW 

The following is a summary of decisions recently given by the Board of 
Review in matters of general interest. The sections referred to are those of 
the Commonwealth Income Tax Assessment Act, except where there is an 
indication to the contrary. 


Assignment of Lease: A lease of a parcel of land for one year com- 
mencing on Ist February, 1935, was granted to X under an agreement which 
provided that the tenancy should continue from year to year subject to 
determination by either party on three months’ notice of intention to deter- 
mine. In the year ended 30th June, 1942, the taxpayer paid X £200 as 
consideration for his rights under the agreement and the benefit of the lease 
was transferred to him by the lessor. 
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Held that no deduction could be granted in respect of the £200, Section 
88 is inapplicable to any lease (such as a tenancy at will or from year to 
year) not granted for a term which is definitely calculable in the relevant 
year of income. This is not to say that Division 4 as a whole is inapplicable 
to tenancies of indefinite duration. 

Trading Stock—Unpicked Fruit: Fruit on trees is part of the land on 
which it is growing, and a sale of growing fruit is the sale of an interest in 
land unless the property in the fruit is to pass to the purchaser after it is 
severed from the land. An orchardist’s business consisted in selling cased 
fruit in the open market. Usually the fruit—in this instance custard apples— 
was ripe before June, but in 1942 the season was late and the fruit was not 
picked until July. ‘ 

Held that the estimated value of the fruit on the trees at 30th June, 1942, 
could not be treated as trading stock on hand at that date. (Sections 6 and 
36.) ~. 

Plant—Chimney Stack: A tile manufacturing company has a chimney stack 
which serves not only to convey the smoke and fumes from the kilns but also 
to create (or assist in creating) the forced draught which is essential to the 
manufacturing process. 


Held that the chimney stack is “plant” in respect of which depreciation is 
an allowable deduction. (Section 54.) 


Bad Debts—Moneys Lent: The bad debts allowable as deductions under 
Section 63(1) include bad debts “in respect of money lent in the ordinary 
course of business of the lending of money by a taxpayer who carries on 
that business.” 


Held that this provision applies only where the taxpayer concerned carries 
on a business of money-lending, and does not apply where moneys are lent 
merely by way of an expedient aid to another business, e.g., by wholesale 
merchants seeking to increase their trade by financing retailers of their goods. 
The Board considered that Reid’s Brewery Ltd. v. Male (1891) 3 T.C. 279, 
could not be regarded as an authority on similar facts in a case under the 
Commonwealth Act. 

Loss on Shares: Taxpayer acquired shares in a company which offered 
special facilities for the carrying on of his own business as a retailer. The 
company went into liquidation and when its liabilities to creditors were 
satisfied the remaining moneys were insufficient to pay the shareholders in 
full. The loss so incurred by taxpayer (4177) was claimed as a deduction. 


Held that the priniary requirements of Section 51(1) had not been satisfied, 
and in any event the loss was of a capital nature. Claim rejected. 


Maintenance of Wife: Taxpayer lived apart from his wife, and during the 
year ended 30th June, 1942, paid her £2 a week under a court order for 
maintenance. 

Held that no deduction could be granted to the taxpayer under Section 
51(1) because the payments were clearly outgoings of a private nature. 
Neither could the taxpayer receive a rebate under Section 160(2) (a), since 
his wife’s separate net income was admittedly more than £50 in the year of 
income. 

Validity of Assessment: A trust in respect of income or income-producing 
assets was created by a person for the benefit of his daughter who, at the 
relevant time, was under 21 years of age and unmarried. The trust was not 
revocable or alterable for the benefit of its creator. By notice of assessment 
issued on 30th April, 1942, the trustee was called upon to pay tax under 
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Section 102. The terms of the notice of assessment incorporated the words 
of paragraph (a) of sub-section (1) of that section, and an objection was 
lodged by the trustee. Subsequently, a further notice of assessment (for the 
same amount of tax) was made in accordance with the terms of paragraph 
(b) of the sub-section. 

Held that the first assessment was not validly made. In support of this 
decision the Board cited the remarks of Latham, C.J., and Starke, J., in 
Danmark & Forestwood v. F.C. of T., 2 A.1.T.R. at pp. 344, 351-2. 

Sale of Book Debts: Taxpayer's principal place_of business was in a capital 
city and he had a branch in a country town. The latter proving unsuccessful, 
he closed it down and sold the book debts of the branch at 15/- in the pound. 

Held that the loss thereby sustained was a loss of capital and in any event 
did not come within the terms of Section 51(1). It was a loss made not in 
carrying on business or in the course of gaining assessable income, but solely 
in connection with the closing of part of the taxpayer’s business. Claim for 
deduction therefore disallowed. 

Repairs of Capital Nature» Two flats which were then occupied by tenants 
and continued to be occupied at the same rentals were purchased by the 
taxpayer in March, 1941, and repairs and alterations were completed within 
the next two or three months. The amount attributed to repairs (£130) was 
claimed as a deduction from the rents received during-the year ended 30th 


June, 1941. 


Held that in the circumstances the repairs were of a capital nature (prac- 
tically equivalent to additional purchase-money) and no deduction was per- 
missible. See Law Shipping case, 12 T.C. 621. 


Rebates—Tax on Commonwealth Loan Interest: Taxpayer’s taxable in- 
come was derived wholly from property, the greater portion being interest 
which to a certain extent was free of income tax under Section 20 of the 
Commonwealth Debt Conversion Act. 

In the year ended 30th June, 1942, he was entitled to a rebate under 
Section 160. 

In making the assessment the Commissioner calculated (a) the rate of tax 
applicable to the whole of the taxable income, and (b) the rebate under 
Section 160. The difference between the former amount and the latter was 
then divided by the number of pounds in the taxable income, and upon this 
basis the Commissioner calculated the amount of tax from which, in his 
opinion, the taxpayer was free in respect of the C.L. interest. 


Held (by majority) that the correct method of assessment in such cases is 
to ascertain the respective rates of tax applicable to the total taxable income 
(1) under the 1942 Rates Act and (2) under the 1930 Rates Act. The next 
step is to apply the last-mentioned rate to the amount of C.L. interest included 
in the taxable income and the first-mentioned rate to the remainder of the 
taxable income. The sum of the amounts of tax thus arrived at is the tax 
payable, unless other elements enter into the assessment (e.g., rebates under 
Section 160, additional tax under Section 226, etc.). Any rebate should be 
deducted from the sum mentioned, and should not be a factor in determining 
the extent to which C.L. interest is free from tax. Taxpayer’s claim upheld. 


War-time (Company) Tax 

Depreciated Value of Asset: In arriving at the capital employed by a 
company in any accounting period, one of the elements to be taken into 
account is the extent to which the depreciated value of assets exceeds or is 
less than their value as appearing in the company’s accounts. Section 
24(2)(b) of the Act provides that the value of an asset in respect of which 
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depreciation is allowable under the Income Tax Assessment Act shall be its 
depreciated value (as determined for income tax purposes). 

Upon its incorporation in 1927 the taxpayer company took over plant from 
a previous concern, and the price then paid, together with the cost of ‘addi- 
tional plant subsequently purchased, amounted to £217,459. The deductions 
granted to the company from the time of its incorporation to 30th June, 1941, 
were £28,768, and on this basis the company claimed that the “depreciated 
value” was £188,691. The value as appearing in the accounts was £95,236 
and the company claimed that the difference, viz., £93,455, should be treated 
as part of the capital employed in the accounting period ended 30th June, 
1942. 

The Commissioner assessed the company on the basis of a “depreciated 
value” of £88,897 and the difference between that amount and £95,236 was 
accordingly deducted from the total amount of the items which were treated 
as capital employed. It appeared that the amount of £88,897 was the result 
of calculations based on the cost of the plant to the previous owner, and that 
the fact that a higher price had been paid by the present company was not 
taken into consideration by the Commissioner. * 

Held that the factors to be taken into account were those stated in Section 
62 of the Income Tax Assessment Act, viz.: (1) the actual cost to the 
taxpayer who owns and uses the property, and (2)' any deductions allowed 
or allowable for depreciation. In this case the depreciated value was £188,691 
if the amount allowed for depreciation was correctly stated at £28,768. Claim 
upheld in principle. 





Publicity Notices 


The following publicity notices have been issued by the Commissioner of 
Taxation (Mr. L. S. Jackson) 


TAXATION OF DivipENDs SusBjyect TO S. 107 REBATE 

1. The question whether dividends purporting to be paid by private com- 
panies “wholly and exclusively” out of profits which have been subject to 
private company tax (i.e., tax on the undistributed profits of such company 
under Division 7 of the Act) or the comparable provisions in the previous 
Act have actually been so paid has caused considerable trouble in the past to 
the Department and the companies concerned. 

2. Notwithstanding that companies have made every endeavour to dis- 
tribute dividends out of profits which have been subject to private company 
tax it has happened that, due to entirely inadvertent miscalculations on the 
part of some of the companies, the dividends distributed have not qualified 
for the rebate. The difficulties have frequently arisen through appropriation 
having been made for provisions and reserves of various kinds without 
specification out of profits which have consisted partly of amounts that have 
been subject to private company tax and partly of amounts that have not 
been so subject. 

3. The Commissioner of Taxation is anxious to facilitate the granting of 
the rebate under Section 107 and avoid double taxation in those cases where 
the company has endeavoured to make the distribution in conformity with 
the provisions of Section 107. At the same time it is necessary to preserve 
some method and order in identification of appropriations of profit in order 
that subsequent appropriations of profits may be readily identified by both 
the company and the Department. 

4. For the purpose of clarifying the position and enabling these purposes 
to be more readily attained the rules recently followed by the Taxation 
Department have been given further consideration. 
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5. There.are, of course, certain principles which cannot be departed from, 
e.g., a company cannot make a distribution except out of profits, and once 
having disposed of certain profits by resolution and such profits having 
passed out of the company’s possession by virtue thereof, such disposition is 
irrevocable. When the company has been assessed under the private com- 
pany provisions of the Act upon an amount which exceeds the net profits 
shown in the company’s accounts for the subject year, the maximum amount 
that can subsequently be distributed out of that year’s profits which have been 
subject to private company tax is limited by the net profits of the year 
available for distribution. These principles apply in regard to all the matters 
discussed hereafter. 

6. As a result of the further consideration, the opinion has been formed 
that some relaxation of the rules previously followed is possible without 
violating accountancy principles or rules of law. The general principle that 
will be adopted in settling questions as to what profits have been used or 
appropriated for any particular purpose, when the resolutions passed by the 
directors of the company or the shareholders in general meeting do not 
specify the profits used, is to allow the company to state, in writing, what 
profits were actually used for the particular purpose. The company having 
once, after due consideration, made such a statement will not in future be 
permitted to alter the position created by that statement. The choice granted 
the company is, however, to be subject to previous appropriations that have 
already been recognised by the Department and accepted by the company for 
the purposes of distributions already made, and on the basis of which rebates 
under Section 107 have been allowed. 

7. Various types of cases to which this general principle is to be applied 
are illustrated hereafter to show the effect of carrying out this procedure. 

8. The question frequently arises as to the amount of current profits 
available for distribution out of the Profit and Loss Appropriation Account 
in the following circumstances: 


Company “A” 








*June 30, 1943— July 1, 1942— 
To Taxes paid .. .. .. £3,000 By Balance .. .. .. .. £10,000 
June 30, 1943— June 30, 1943— 
To Balance c/f... .. .. 12,000 By P. and L. Account 
Profit transferred .. 5,000 
£15,000 £15,000 











Company “B” ° 








June 30, 1943— July 1, 1942— 
To Provision for Taxes . 3,000 By Balance .. .. .. .. £10,000 
June 30, 1943— Tune 30, 1943— 
To Balance .. .. .. .. 12,000 By P. and L. Account 
Profit transferred .. 5,000 
£15,000 £15,000 














*Assume that the taxes were actually paid on 15th April, 1943, but the 
debit was allowed to rest in a “Taxes Account” until the closing of the 
annual acocunts. 


9. The point at issue is whether, on the “last-in-first-out” principle, the 
£3,000 debit for taxes paid (Company “A”) or provided (Company “B”) 


is to be an appropriation of profits of the current year, or of the balance 


D 
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brought forward from prior years. The “debit” and “credit” entries in the 
appropriation account are made on the same day, and the order of actual 
entry may not reflect the company’s intention. 

10. In the case of Company “A,” it will be asked to state what profits 
were used to pay the taxes of £3,000, leaving the company to decide whether 
such taxes were paid out of the balance brought forward or out of the profits 
of the current year. If the company states they were paid out of the balance 
brought forward, then the whole of the £5,000 current profits would be 
available for distribution. In the case of Company “B,” it will be asked to 
state what profits were appropriated to the provision for taxes. The question 
whether the whole of the current profits were still available for distribution 
would depend upon the company’s reply. If the £5,000 current profits con- 
sisted of, say, £4,000 that had been subject or was liable to private company 
tax and £1,000 that had not been so subject or was not so liable, then the 
company will also be given the opportunity of stating, if it had) not already 
done so by resolution or otherwise, whether the payment or the appropriation 
of £3,000 for taxes was made to any extent out of profits that had been 
subject or were liable to private company tax, or to any extent out of profits 
which had not been so subject or were not so liable. 

11. Differences arise from the effect of debiting to a Profit and Loss 
Account charges which could legitimately be debited to the Profit and Loss 
Appropriation Account, e.g. the payment of taxes. The following examples 
illustrate the point: 

Company “C” 
Profit and Loss Account 


To Expenses... .. .. £8,000 By Gross Profit . 
. meses Pe .. ek a 1,000 
2) are 1,000 


£10,000 


” 


Appropriation Account 
By Net Profit 


Company “D” 
Profit and Loss Account 


To Expenses . .. .. .. £8,000 By Gross Profit . 
Net Profits .. .. .. 2,000 


£10,000 


Appropriation Account 


To Taxes Paid .. .. .. £1,000 By Net Profit 
eee 1,000 


£2,000 


12. In the above examples each company, it is assumed, pays private 
company tax in respect of £1,000 of its income, but Company “C,” having 
debited £1,000 taxes paid to Profit and Loss Account, transfers the balance 
of £1,000 to Appropriation Account, where it is wholly available for Section 
107 rebate. 
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13. By comparison, Company “D” takes a profit to the Appropriation 
Account of £2,000 against which it charges taxes paid, £1,000. But the 
2,000 on issue of a private company tax assessment breaks up into two 
parts—£1,000 subject to private company tax and £1,000 not so subject. 
According to the rule previously followed the tax payment of £1,000 is 
appropriated ratably from each class, leaving £500 available in each class. 
Thus Company “D” has been regarded as able to distribute only an amount 
of £500 subject to Section 107 rebate. 

14. In such a case Company “D” will be given the opportunity of stating 
whether the taxes were paid out of the portion of the net profit subject to 
private company tax or the portion not so subject. 

15. In regard to these matters the position is that these questions will 
generally not arise until several years after the entries in the books have been 
made, when the question of a distribution subject to Section 107 is being, 
dealt with. It is not proposed to ask a company each year to state the source 
of every appropriation. 

16. Difficulties have also arisen in connection with the retransfer of 
amounts from reserves to an appropriation account or other account for the 
purpose of making distributions, where the composition of the amounts so 
retransferred has to be settled. The principles that appropriations from 
reserves come ratably out of the components of the reserve account have 
resulted in some inequities and, consequently, it has been decided that, in 
these cases also, the company is to be given an opportunity of stating, in the 
absence of a resolution specifically appropriating certain portions of such 
accounts, which portions it is using in the subject retransfers. 

17. There then remains, in connection with such retransfers, the question, 
when those reserve accounts are accounts to which expenditure has been 
debited, which and what part of the original appropriations has been used 
in any such debits. 

18. It has been decided that the principle stated and illustrated in para- 
graphs 6 and 10, that a company is to be permitted to state against which 
profits any particular debit in the Profit and Loss Appropriation Account 
has been charged, is to be extended to debits in reserve and provision 
* accounts consisting of provisions which would ordinarily be made in arriving 
at the net profit of the year (e.g., provision for bad debts or discounts), as 
well as those reserves and provisions which represent appropriations of the 
net profit of a year, e.g., a provision for taxes. 

19. It has been suggested that a company has a right now to retransfer 
to a “tax-free profits’ account, or some such special account, the various 
amounts of excess depreciation which had been written off during the past 
eight or ten years, and to claim that these excess amounts represent profits 
that had been taxed under the private company provisions anf were now 
being made available for distribution to the shareholders subject to the rebate 
provided by Section 107. This specific question has been very carefully 
considered. If the amounts of depreciation written off each year by the 
directors represented the actual depreciation which the directors were satisfied 
should, each year, have been charged against the income of that year before 
arriving at the net profit of the year, then any excess of those amounts 
(including depreciation on land, buildings, trade marks, goodwill, etc. not 
depreciable for income tax purposes) over the departmental allowance for 
depreciation is not now available for distribution as profits of the years con- 
cerned. The real effect of the company’s action is to write up the value of 
the assets concerned and any distribution made out of the alleged “taxed 
profits” is in fact a distribution out of the profits arising from the increased 
value attributed to the assets. 

20. However, the position might be different if the company could 
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demonstrate that the directors had each year decided upon the correct amount 
of depreciation (including depreciation on assets not depreciable as mentioned 
in the previous paragraph) to charge against income, and then deliberately 
increased the amount for the purpose of creating a reserve. It might be 
possible, under those circumstances, to argue that the amount by which the 
actual depreciation had been deliberately increased was still available for 
distribution. Such a contention, however, will only be accepted on the very 
clearest evidence in the fornt of specific minutes or other documents passed 
or prepared at the relevant date establishing that, in fact, this had been done. 

21. Another question that has arisen is which profits are to be first used 

in the application of the “last-in-first-out” rule when the profit and loss 
appropriation account contains, in addition to the balance brought forward 
“from the previous year and the current profits, a reserve written back to 
the credit of the appropriation account? Generally speaking, the rule applies 
to the last earned profits, i.e., the current profits; but if an appropriation 
account contains an amount written back from a reserve it has usually been 
done to provide for some specific debit which appears on the other side of 
the account, and the company will be given the opportunity of showing 
whether this is so, or, if not, what profits have actually been used in any 
subsequent appropriation, viz., current profits, the profits represented by the 
reserve, or the profits brought forward. 

22. In a case which was brought under notice, a company credits to Profit 
and Loss Account each year the whole of the amount standing to the credit 
of the Provision for Taxation Account. It then debits to the Profit and Loss 
Account in the current year the amount of the taxes paid during the year 
and also a new provision for taxation. 

23. The following example illustrates the method adopted: 


Profit and Loss Account 








To Sundry Expenses . .. £6,399 By Gross Profit . .. .. £34,967 
» Income Tax paid... .. 17,724 ,, Interest and Discount 290 
,» Reserve for Income » Reserve for Income 

TE «tee “a am no ee Tax written back . 14,000 
» Balance, Net Profit .. 8,634 
£49,257 £49,257 


24. If the company had followed the normal course of leaving the 
provision in the Provision for Taxation Account and crediting that account 
with the provision out of the current year and debiting it with the taxes paid 
during the year, the account would have appeared as follows: 


Provision for Taxation Account 


To Taxes paid .. .. .. £17,724 By Balance brought for- 
,» Balance carried for- aS eee ae 14,000 
EE ca es oak ac 12,776 _ ,, Provision for Taxa- 
Wii ha ok: oe wu: re 
£30,500 £30,500 








25. If the question of the distribution of the balance of this Provision 
for Taxation Account arose the company would, in accordance with the 
decision in paragraph 6, be given the opportunity of stating what profits had 
been used to pay the amount of £17,724. The fact that the company has adopted 
the practice illustrated in the example in paragraph 23 should not deprive it 
of the opportunity of stating the profits used in the payment of the taxes and 
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this course will in such a case be followed. It would be proper for a company 


























































nt 
od to allocate separate payments of tax to separate year’s profits if it thought 
ly fit to do so. 
be 26. The question has arisen whether a company could distribute profits 
ne which in its own accounts, several years previously, had been used to reduce 
or a debit balance in its Profit and Loss Appropriation Account consisting of 
ry trading losses of prior years. The case contemplated is one in which the 
ad profits concerned had been subject to private company tax and the company , 
e. decided two or three years later that it would transfer the profits concerned 
od from the Profit and Loss Appropriation Account to a special dividend account. 
Ss Subsequently a dividend was declared from this account as being paid 
rd wholly and exclusively out of profits which had been subject to private 
to company tax. 
es 27. The effect of the transfer from the Profit and Loss Appropriation 
on Account of the profits concerned would be either to restore the debit balance 
on in that account or to reduce the credit balance which had arisen therein from 
of accumulations of subsequent years’ profits after the losses had been fully 
ig recouped. While opinion is unanimous that all reputable accountants would 
Ly inform the company that it would be ill-advised to endeavour to distribute 
ne profits which it had previously used to recoup prior losses, it is not unanimous 
« on the question of the legality of such a proceeding. An argument in favour 
fit of the legality of such a distribution is that there is nothing to prevent a 
lit company, in general meeting, retracing its steps and undoing what it had 
Ss previously done so that it could do something else, so long as the profits 
ar concerned had not actually passed outside the company’s possession by having 
been previously expended or distributed. 

28. However, it has been decided that the Department should not refuse 
out of hand to allow a rebate under Section 107 if, after the company’s 
directors have satisfied themselves that it is legal to do so, such a distribution 

7 is made. But the circumstances will be critically analysed and the legality 
0 may have to be established. 
29. In the case of a company which is in liquidation, the liquidator is to 
0 be given the same opportunity to state what particular profits have been 
appropriated or used for particular purposes as is now to be given to 
= companies not in liquidation. 
7 30. Where a company is given an opportunity to state what profits have 
- been used for a specific purpose as indicated herein, it will be informed of 
re _ the purpose for which the statement is required and that it will be treated 
nt as irrevocable in any subsequent appropriations from the profits of the 
id particular years concerned. 

31. If a company is not prepared to designate the particular profits used 
or appropriated for any specific purpose, the rules previously followed will 
be applied. 

32. The rulings set out herein are at all times, in the case of Section 107, 

0 subject to the requirement that the distribution is paid wholly and exclusively 
out of profits in respect of which the company has paid or is liable to pay 

0 private company tax or the comparable tax under the previous Act. 

0 


INCOME TAx 
mn DEDUCTIONS FOR DEFERRED MAINTENANCE 
Time for Lodgment of Application 


Mr. Jackson has brought under notice that applications for deduction of 
deferred maintenance are required to be made before 30th June, 1945, or 
the last day of any substituted accounting period. 
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Applications must be accompanied by a detailed statement of particulars 
of the deferred maintenance and the estimated cost thereof. A cash deposit 
equal to the amount claimed as a deduction must also be forwarded with the 
application. 

The printed forms of application will be made available as soon as prac- 
ticable, but in the meantime any taxpayers desirous of taking advantage of 
the new provisions and whose accounting period ends before 30th June, 
1945, should lodge written applications setting out particulars of their claims 
before expiry of their accounting period. Any supplemental information 
required by the departmental form may be submitted later. Applications 
should be forwarded to the Deputy Commissioner of Taxation at whose 
office the taxpayer’s returns are lodged. 

Later, when materials become available or the taxpayer is in a position to 
undertake deferred maintenance, he may apply to the Commissioner for 
repayment of the whole or any part of the deposit for the purpose of carrying 
out the deferred maintenance. Deposits, however, are not repayable until 
after the expiration of six months from the date of lodgment with the 
Commissioner. Repayments will be regarded as assessable income in the 
year of receipt. 

For the income year ending 30th June, 1945, taxpayers will be allowed 
to deduct the total estimated cost of deferred maintenance that will have 
accrued during that year and also the estimated cost of deferred maintenance 
which has accumulated during the three preceding years. In future years, 
only the current year’s deferred maintenance will be deductible. 





Girt Duty—NoN-LODGMENT OF RETURNS 


Mr. Jackson states that he is very concerned by the failure of persons 
making gifts to realise their obligations under the Commonwealth Gift Duty 
Assessment Act 1941-1942. The Act requires persons making gifts which, 
together with the value of all other gifts made within the preceding 18 months, 
exceed £250 in value, to lodge a gift duty return with the Deputy Commis- 
sioner of Taxation for the State in which the donor resides. Liability for 
duty arises when the value of all gifts made by one donor, whether to the 
same or any other donee, in any period of three years—being 18 months prior 
and 18 months subsequent to the subject gift—exceeds £500. The law imposes 
the obligation to lodge returns and to pay any duty assessed upon both the , 
donor and the donee, but the latter is relieved of the obligation upon the 
donor complying with the law. 

The Taxation Department is discovering a substantial number of cases by 
research into sources of information available to it, indicating that neglect of 
the provisions of the law is fairly widespread. The Commissioner considers 
that the Act has now been in force long enough for the public to have become 
aware of their obligations. The time has arrived when it will be necessary 
to treat breaches of the law with sufficient severity to bring home to the 
persons affected that neglect of their obligations can no longer be viewed 
leniently. 

In future the penalties for non-lodgment of returns will be substantially 
heavier than they have been in the past and the Department will not hesitate 
to prosecute persons the circumstances of whose failure to comply with the 
law indicate a more or less irresponsible neglect of their obligations. 
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Public Accountants and Private Expenditure 
By J. M. GREENWOOD, A.I.C.A. 


Like W. S. Gilbert’s Pooh-bah, the public accountant may be consulted 
in many capacities. As bookkeeper, systematist, adviser upon investments, 
auditor or tax agent, his services are daily at the disposal of the public. 
But whether “the insult be cash down, or at a date,” the taxpayer who retains 
him has little chance of obtaining a deduction for the fee unless he carries on 
a business. Well might he say with Pooh-bah, “It hurts me, but I do it.” 

The Board of Review has so far decided against the taxpayer on these 
points (9 C.T.B.R. Cas. 26): 

Fee for Collection of Income.—Assessable income must be produced before 
it is collected. Consequently the fee for collecting it cannot be an expense 
of producing it. 

Bookkeeping Services.—These are (a) naturally incidental to and princi- 
pally associated with services in the collection of the taxpayer’s income (i.e., 
after it has been earned), and therefore not allowable; (b) expenditure of a 
private nature. 

Advice Regarding Investments.—This is of a capital nature and not 
deductible. 


Preparing Tax Returns.— 

(a) The preparation of an income tax return is ex facie a service relating 
to income previously derived and, therefore, the cost of that service 
is not incurred in gaining or producing the income. 

(b) It is expenditure of a private nature. 

Mr. J. A. L. Gunn in his book Commonwealth Income Tax Law and 

Practice (para 664) advanced a cogent argument for the allowance of fees 


paid for the preparation of tax returns in the case of a business. Adapting 
the syllogism used by Griffiths, C.J., in Moffat v. Webb (1913), 16 C.L.R. 
120, he claimed that “the possession of land of taxable value, or the gaining 
of a specified amount of assessable income in carrying on a business, involves 
the preparation and lodgment of certain returns. Owing to the complexities 
of the law the preparation of these returns involves the expense of expert 
assistance. The expense is therefore necessarily incurred in carrying on a 
business.” Such expenses are now allowed by the Department of Taxation. 

But could not the “Moffatt v. Webb syllogism” be carried a step further? 
The possession of land of taxable value or the gaining of a specified amount 
of assessable income involves the preparation and lodgment of certain returns. 
Owing to the complexities of the law the preparation of these returns involves 
the expense of expert assistance. The expense is threfore necessarily 
incurred in the course of gaining or producing the assessable income. But 
if the expense is incurred “in the course of” gaining or producing the 
assessable income? it is incurred in gaining or producing the. assessable 
income as required by S. 51 (vide the decision of Latham, C.J., in Amal- 
gamated Zinc (De Bavay’s Ltd.) v. F.C. of T. (1935), 54 C.L.R., at p. 303). 

Thus might taxpayers not in business support a claim for the deduction of 
fees paid to an accountant for preparing income and land tax returns. 

But there remain what might be termed the prohibitive phrases of S. 51— 
“except to the extent to which they are losses or outgoings of capital, or of a 
capital private or domestic nature or are incurred in relation to the gaining 
or production of exempt income.” 

The prohibitive phrase which the Board of Review has fastened upon is 
“of a... private... nature.” In most non-business returns prepared by 
public accountants the other prohibitions are inapplicable. 
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It is a principle of construction that words shall bear their ordinary 
meaning unless a contrary intention is disclosed. “Private” is usually under- 
stood in the sense of “individual or personal”; “that belongs to or is the 
property of a particular individual”; “kept or removed from public view or 
knowledge”; “not within the cognisance of people generally.” (See Shorter 
Oxford English Dictionary). Obviously these meanings could not be literally 
applied in S. 51, otherwise a sole trader would be left practically deduction- 
less. His purchases are his own individual and personal outgoings; his 
business is his personal property; his cash takings and his books are removed 
from public view; his out-of-the-way shop is not within the cognisance of 
people generally. Hence “private” qua proprietor of a business must be 
interpreted as the antonym to “business,” e.g., business telephone—private 
telephone. € 

In the case of the taxpayer not in business, such as the “private” mvestor, 
the ordinary meaning of “private” is even less apt. His income is individual 
and personal, and no expenditure relating to it, whether incurred in gaining 
it, or afterwards, can be any less so. Therefore “private” in this context must 
have a special meaning also. The line of distinction, it is suggested, is between 
expenditure related to the winning, collection, and recording of the income 
on the one hand, and on the other the truly private channels in which the 
income finds its outlet, such as purchases of clothing, food, and pleasure. 

In 1942 the New South Wales Taxpayers’ Association approached the 
Commonwealth Treasurer for an amendment to the law to grant a deduction 
of accountancy fees and fees paid for the preparation of income tax returns 
where the taxpayer does not carry on a business. The request was rejected 
upon the ground that the accountant’s services are of a private nature. 

Two points were made in The Australian Accountant at the time 
(February, 1942) : 


(a) The inequities which arise through allowing the deduction to the 
taxpayer with a business, and withholding it from the one without 
(e.g., the “private” income of A might be £5,000 and of B £3,000. 
A might have a business which shows a loss of £2,000. Result: tax- 
able income in each case £3,000 derived from private income. Yet A 
can deduct his tax agent’s fee and B cannot). 

(b) The desirability, in the interests of the Revenue, that all taxpayers 
should engage expert assistance in the keeping of proper books and 
the compiling of accurate returns. This argument might be more 
practical than legal, but it is none the less compelling. 


A further inequity’ arises between the case of a deceased estate where 
the executor is a trustee company, and where, for example, the widow is 
executrix. In the former case the trustee company keeps the books, compiles 
the tax returns, advises upon investments, etc., and receives its fee in the 
form of commission which is specifically deductible under $. 64. The widow 
on the other hand, as sole executrix, is compelled to engage an accountant 
to render those same services, but the estate is denied a deduction. 

In view of the decisions of the Board of Review cited above, only two 
courses appear to be open—to bring a test case in the courts or to make 
further representations to the Government. The former course might succeed 
with far-reaching consequences, but since the courts cannot place an equitable 
construction upon a taxing act, an amendment to the law is infinitely to be 
preferred. 
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A Note on the Valuation of Trading Stocks for Income 


Tax and Balance Sheet Purposes 
By A. A. FitzGERALD 


‘THE AUSTRALIAN ACCOUNTAN1 393 





Mr. J. A. L. Gunn’s article on Trading Stock (The Australian Accountant, 
September, 1944) raises issues vitally important for the financial health of 
many Australian businesses. 

The plain fact is that the bases of valuation which are sanctioned by the 
Income Tax Act do not square with the accounting treatment which is most 
desirable from the Balance Sheet and Profit and Loss Statement standpoint. 

As Mr. Gunn points out, the options given to the taxpayer by section 31 
of the Income Tax Assessment Act leave him at liberty to change the basis 
of valuation used for income tax purposes from time to time. Thus at the 
end of one financial year he may value at “cost,” at the end of the next at 
market selling value, at the end of the next at replacement price, and so on. 
Shrewdly used, this right to change the basis of valuation from time to time 
may enable the taxpayer to iron out fluctuations in taxable income in such 
a way as to minimise the total tax payable over a term of years, and it is 
understood that, in departmental circles, this is—or was—regarded as a 
valuable and justifiable concession to taxpayers. It may be doubted, however, 
whether in present circumstances any taxpayer or his adviser can be shrewd 
or long-sighted enough to derive any real benefit from the options. 

The options given to the taxpayer by the Income Tax Assessment Act 
and his freedom to change the basis of valuation from time to time are in 
marked contrast to the tendency, in modern accounting theory, to insist on 
the virtue of consistency in accounting practices, particularly in regard to 
the application of rules designed to preserve the value of published accounts 
in disclosing trends in financial position and in operating results. For 
example, compare the stress laid in the recent pronouncement by the Council 
of the Institute of Chartered Accountants in England and Wales (The 
Australian Accountant, September, 1944, pp. 293 and ff.) and in the form of 
audit report used in U.S.A. on consistency in the accounting principles applied 
as between successive accounting periods and the need for clear disclosure 
of any departure from such consistency. 

Whilst on the one hand the Income Tax Assessment Act limits the tax- 
payer to the use of three prescribed bases of valuation of stock but leaves 
him free to change from one to another of these bases at will, on the other 
hand accepted standards of accounting in published accounts leaves the 
question of selection of an appropriate basis of stock valuation to individual 
judgment so long as the basis selected is consistently adhered to. 

There is thus an inherent incompatibility between the limitations imposed 
and the freedom allowed by the Income Tax Assessment Act and current 
standards of accounting practice for the purposes of published accounts. 

This incompatibility is so strong that it may even override considerations 
of simplicity and compel, in certain cases, the adoption of different bases of 
stock valuation for taxation and balance sheet purposes respectively. So 
amendment of the taxation laws may not be necessary in order to legitimatise 
published balance’ sheets. There is another way of escape from the dilemma 
—that of valuing stock sheets at two values, one to be used for taxation 
returns and the other for published accounts. 

In many cases this would be a troublesome and expensive process and there 
may be a strong argument, on that ground, for amendment of the taxation 
law so as to bring it more closely into line with good accounting practice. 
Could there, for example, be any real risk of serious avoidance of tax 
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liability if the Income Tax Assessment Act were to permit, at the taxpayer’s 
option, any of the recognised methods (base stock, “lifo,” standard cost, retail 
inventory, etc.) of stock valuation used in accounting, so long as the method 
once selected were consistently maintained and were alterable only with the 
approval of the Income Tax Commissioner ?# 

Mr. Gunn raises also the question of removing the fear of a post-war 
profit deflation which is troubling many business men to-day. That it is a 
widespread fear is evidenced by the many references to it made in recent 
chairmen’s speeches and directors’ reports. In U.S.A. companies are going 
further along the road of preparing shareholders for abnormal post-war losses 
or expenditure by formally setting up in their accounts special reserves to 
meet a variety of contingencies. An investigation by the Research Depart- 
ment of the American Institute of Accountants of the 1942 reports of 429 
industrial companies showed that 94 companies had made 100 such explicit 
reserves.2, Of these, 34 were expressly designed to cover future losses on 
inventories. This is one way—and probably the best—in which companies 
may prepare themselves against the risk of a deflationary fall in the general 
price level or in the value of particular kinds of stock. But it will not be 
fully effective to protect the taxpayer against the risk that he may have been 
obliged to pay tax at high war-time rates on unrealised profits represented 
in part at least by swollen war-end inventories the value of which may 
collapse before they can be sold. The remedy for this, lies in a frank 
recognition of the fact that profits represented by unsold stocks. are not 
“realised” profits and may never be realised. This fact is recognised in the 
U.S.A. Internal Revenue Code, which contains a provision whereby losses 
incurred during any taxable year may be set against profits for .the two 
preceding years and a refund of taxes paid in those years obtained; to the 
extent to which this carry-back does not absorb the loss it may be carried 
forward for another two years and be treated as a deduction from taxable 
income of those years. The device is worth consideration in Australia. It 
would be a great comfort to many sorely harassed business men and it is 
based on a realistic interpretation of the “facts” of accounting statements and 
of the accounting concept of “profits.” 

1. This is not, after all, such a revolutionary proposal since the air of definiteness in the 
description in the Act of the methods which may be used is illusory. Cost, for example, has 


almost as many possible meanings as the term “value,” which is said to have been used in an 


English Act of Parliament in no less than 17 different senses. 
2. See Business Reserves for Post-War Survival, Mark S. Massel. (National Planning Associa- 


tion.) 








Machine Accounting Applied to Payroll 
By K. A. PIcTON, A.1.C.A. 





1. COMPILATION AND ANALYSIS 





Payroll Compilation 

The two chief requirements of a payroll system are speed in compilation 
and efficiency of cost analysis. Hand-written records in an organization of 
moderate size, say, of 50 to 250 employees, do not contribute to the attain- 
ment of speed in compilation, while in a much larger concern efficiency 
in cost analysis can only be achieved through mechanisation. 

Let us consider the case of a factory employing 150 hands which desires 
to pay its wages within 24 hours; in other words, so that not more than 
one day’s earnings is withheld. Earnings are calculated straight out on time 
worked with numerous award rates applicable. 









oo —-A mA -«, 





1944 THE AUSTRALIAN ACCOUNTANT 395 


Total time worked may be entered on individual employee’s wages sheets 
from time cards daily (Appendix A). If monthly wages analysis figures are 
required, it is expedient to use columnar wages sheets printed with columns 
for five weeks with a further column for totals. Departmentalisation may be 
provided for by using different coloured sheets for each main department, 
while functions, or operations, or processes in each department may be 
allotted separate lines. Time devoted to each operation, etc., may be entered 
daily when the total time is entered. On pay day promptly, the last time cards 
for the week, which will include any night shift time cards clocked off that 
morning, should be entered. Total time may be extended and earnings 
calculated by another clerk. As each wages sheet is completed it may be 
passed to a calculator operator for checking these extensions and calculations, 
or this work may be done in the first place by such operator and self-checked. 

From there the sheet may go immediately to an accounting machine 
operator for posting on a payroll summary sheet. Deductions for the appro- 
priate tax may be made at the same time by this operator, while other 
deductions, such as war savings, hospital, superannuation, etc., may be posted 
from prepared lists or from entries made in advance on the individual wages 
sheets. The time which elapses from the entering of the final time card and 
posting of the last entry to the payroll sheet may be only a matter of minutes. 
As the last posting to the payroll sheet is made, totals are instantly recorded 
by the machine and pay cheques may be drawn immediately. Clerical labour 
in making deductions and obtaining totals is eliminated, while a balance is 
assured continuously. 

Experience has shown that this system may reducé payroll compilation 
to something under one hour per 100 employees if the flow of work is 
co-ordinated between the three or four persons mentioned. 


Analysis 


Subsequent to the actual compilation of the payroll as described, analysis 
under operations may be proceeded with. Time worked may be extended 
for the week against each operation or process, etc., this having been entered 
daily from the time cards when total time for each day was entered. 

The actual calculations may be left to the calculator operator, who will see 
that these figures agree in total with the amount earned. In this connection, 
operators find it convenient to use hourly rates expressed in decimals. In the 
same way, monthly figures may be extended by such operator, and when 
complete may be posted to separate cards for each operator, process, etc., 
by the accounting machine operator, this giving a complete analysis of the 
payroll under departments for the month. Hours worked should be extended 
and posted at the same time. 

Such analysis provides the basis for journal entries to work in process 
accounts and appropriate expense accounts. The charge to work in process 
should agree with the total of wages posted direct to job sheets under job 
costing and in this connection provides a check on postings after the manner 
of a control account. 

The analysis provides a means of checking expenditure under indirect 
labour, and the determination of hourly rates, for calculation of overhea® 
rates based on productive hours, is simplified. 

Appendix B shows the extension of an employee’s time and earnings 
for the month on plant maintenance, the posting from the wages sheet to an 
account for plant maintenance, and subsequent entering of the account total 
for the month on the monthly wages analysis. 

This wages analysis then provides the basis for the monthly journal entry, 
to work in process, and expense accounts. 
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APPENDIX B 





EMPLOYEE’'S-WAGES SHEET 
Department: Machine Shop Month: October, 1944 


Employee: J. Brown Rate: £6/14/- Classification : Fitter No. 101 


Week Ending 4/10/44 Total for Mont 
Hours} Amnt Hours | Amnt. 











Plant Maintenance .. 








Total -.. 
bn on we S*, o0 08/00 on 
War Savings oc oc cc os 06 00 
































WEEKLY PAYROLL SUMMARY Act PLANT MAINTENANCE 
Week ending 4/10/44 

Clock Name | Gross Tax War Net 
No. Earnings Savings | Earnings 








Month] No. | Hours] Amnt. soul Theme, 














101 J. Brown 
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ARNINGS AND TAX RECORD WAGES ANALYSIS 
Employee: J. Brown No. 101 Department: Machine Shop Month: October, 1944 
.| Rate Increase 
Date | Wages} Total | Tax | Total Item Hours} Amount per or 

Hour | Decrease 
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Direct Wages 
































lotal Direct 








Indirect Wages 
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tiWork in Process, Lab. 
(Machine Shop) .. ant Maint 
Service Dept. “A” ee 
“B” 
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Plant Maintenance ae 76 5 Total Indirect 

Manufact. Expenses - 
A/c. to Wages A/c Rate f ro roduc- 
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THE AUSTRALIAN ACCOUNTANT 
2. Income TAx AND Earnincs REcorpDs 


Any record which supplies an employee’s earnings in total, up to date 
when required, is welcomed by the accountant or by the payroll department. 
This is the chief advantage obtained from posting earnings on an accounting 
machine to individual employees’ cards, either immediately after the com- 
pilation of she payroll or during and simultaneously with the posting of the 
payroll summary sheet, by inserting behind it the employee's card. 

Another advantage, of course, is found in automatic balancing by means of 
a control account, the balance of which agrees with the total of wages cheques 
drawn and with the total of individual employees’ cards. 

While such advantages could be appreciated before the advent of “pay- 
as-you-earn” taxation, the advantages of machine accounting are obvious 
to-day in the recording of tax and earnings for “pay-as-you-earn”’ certificates. 
All employers of ten or over employees must keep complete records of 
earnings and tax deductions for_each employee. Employers may enter these 
records by hand or post records on an accounting machine. If the number 
of employees warrants the use of machine records a moment’s thought wi!l 
reveal that the advantages are with the accounting machine. Machine posting 
should not take any longer than entering by hand, while time is saved by the 
machine furnishing progressive totals or in striking a balance automatically. 

The question arises at this stage whether it is better to post the record 
simultaneously with the payroll sheet or as a separate operation. The dis- 
advantage with the former is that progressive totals are not available. This 
requirement demands that posting be performed separately. It is preferable 
for the machine to provide two “pick ups” for progressive totals, but if this 
is not possible the “pick up” and posting for wages and tax may be done on 
separate lines. 

The ledger card may be ruled with five columns, after allowing for the date 
and reference, as follows: 

Date. Ref. Gross Wages. Progressive Wages Tax Deduction. Progressive Proof. 
Total. Tax Total. 

The method of posting is to pick up the progressive wages total to date, 
post the wages earned for the week from the payroll and post the new 
progressive total given by the machine. The tax is then similarly dealt with, 
but on the next line, to allow the pick up for tax deducted to date to be 
entered below the pick up for wages. - 

It will be observed that five totalisers are required, unless two pick ups 
are possible, when six will be required. The total amount posted from the 
payroll for both wages and tax will be given by the machine to post to control 
cards giving an automatic balance with the total of the individual cards. 

In an organisation with a steady labour turnover, the immediate avail- 
ability of both wages and tax totals, for any employee leaving, will be 
appreciated as these figures may be entered without further checking or 
totalling on the tax certificate supplied to him. 
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3. EmpLoyees’ War SAvincs Group REcorps 


The writing up and balancing of records covering deductions from wages, 
of contributions to war savings certificates and war loans, may be con- 
siderably simplified by adopting the following system when an accounting 
machine and operator are available. 

The chief advantages, apart from saving of time by a skilled operator, is 
that a balance of all records is obtained by means of a trial balance, which 
incorporates balances in control accounts only. The accounting machine 
operator is, in fact, able to keep a small set of books merely by following 
the procedure laid down and a balance of all records becomes automatic. 
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Transactions which require recording are: 

Collections from employees (either by deductions from wages or, in 
some cases, amounts received by cash). 

Loan instalments paid to the bank. 

War savings certificates purchased. 

Bonds received from the bank. 

Bonds issued to employees. 

Certificates issued to employees. 

Possible refunds to employees. 


NO) U1 + WG Do 


It is recommended that cash transactions be handled through the employer's 
books. These may be posted to a control account (say War Savings 
Account ), in the private ledger, in order to minimise entries in the financial 
books. A separate receipt book may be employed to record collections, in 
total only, obtained from wages summary, together with any sundry payments 
made by employees. 

Accounts which require opening on the machine are: 

1. Individual employees, separate ledger cards for each loan and for 

certificates. 


2. Control account for each loan and for certificates, balancing with the 
total of individual cards in each loan and certificates. 

3. Commonwealth Bank of Australia. 

4. Bank or supplier of certificates. 

5. Separate accounts for stock of bonds in each loan and, for certificates 
held on hand. 

6. Employer’s Account, the balance of which agrees with the War Savings 


Account balance in the private ledger. 

Deductions from wages are posted to the credit of employees’ accounts in 
each loan and in certificates, the posting medium being the wages summary 
sheets where deductions are made. A control account for each loan, to which 
totals are posted, gives the total’of the balances of individual accounts. 

When bonds and certificates are issued to employees, their accounts are 
debited, the posting medium being the register supplied by the bank in which 
receipt of bonds and certificates is signed for by employees.* 

The Commonwealth Bank is debited with instalments and credited with 
bonds received, the latter posting being made from the register when bonds 
are entered. 

Similarly a debit and credit may be made to the account of the bank or 
post office on a purchase being made of war savings certificates. 

On receipt of bonds from the bank (it is recommended that the employer 
take delivery of all bonds) a Stock Account should be opened for each loan 
and debited with the value of bonds received. This account is credited on 
issue of bonds to employees. This procedure will be followed similarly with 
certificates. 

The Employer’s Account will be debited with the total of collections and 
credited with payment of instalments to the bank, or with the purchase of 
war savings certificates. 

It will be observed that a complete double entry system is followed 
throughout. 

In brief, the entries necessary are: 

Employees’ Accounts. Credit Deductions from wages. 

Debit Issue of bonds and certificates. 

Control Accounts. Post totals only for above. 

Bank. Debit —Instalments paid by employer. 

Credit Bonds issued to employer. 
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Bonds. Debit Bonds received by employer. 
Credit Bonds issued to employees. 
Certificates. Debit Certificates received by employer. 
Credit Certificates issued to employees. 
Employer’s Account. Debit Collections from employees. 
Credit Payments to bank. 
A trial balance, say, at the end of the month, will appear as follows: 
Debit Balances Credit Balances 
First Victory Loan Control Account—First 
Bonds on hand Victory Loan 
Second Victory Loan Control! Account—Second 
Bonds on hand , Victory Loan 
Certificates on hand Control Account — Cer- 
tificates Account for 
Employer 
Commonwealth Bank (or debit as the case may 
be) 


£ 
This may be taken out by the operator on a ledger card for permanent 


record. The account for employer will agree with the War Savings Account 
in the private ledger. 
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How Germany hopes to pay its War Debts 
By W. PREGER 


German finangal ingenuity knows no bounds. The Nazis seem to have 
discovered an entirely new economic principle. This consists in, first rob, 
loot and destroy, then offer to replace, repair and reconstruct at a profit. 
Fundamentally, this is the essence of a new plan drawn up by the German 
Minister of Finance, Walther Funk, a plan which is more daring than his 
name would indicate. He has had the audacity to draw up a post-war plan 
of finance which, if,accepted by the Allies, would wipe out Germany’s debt 
to all countries occupied by its armies, and at the same time foster German 
industries to the greater prosperity of the “Vaterland.” 

The plan is outlined in an article in the issue of the Deutsche Allgemeine 
Zeitung of July 11th under Funk’s name and discussed by the Nazi-controlled 
Amsterdam daily De Telegraaf of July 13th. According to the Telegraaf 
the plan would get rid of the large clearing balances Germany now owes and 
at the same time ensure an outlet for much of Germany’s manufactures after 
the war. The working of the plan would be something like this: 

Any country with a large claim on Germany at the moment unpayable 
would issue an internal loan of the same value as the claim. It would then 
strike the claim from its budget. Subscribers to the loan would receive 
priority in the delivery of German machines, tools, manufactures and all 
other products after the war. The productive power and technical achieve- 
ments of German industry would guarantee the loan. The clearing debt 
becomes thus an advance payment on German post-war deliveries and would 
take the form of a fund negotiable on the Stock Exchange. 
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Nothing perhaps indicates so clearly the difference between the Nazi 
mentality and ours than the startling impudence of a plan such as this 
seriously submitted by a Minister of State. 

The plan is a scheme for the settlement of clearing balances only. Nothing 
is said of less official debts owed by Germany, which will amount to many 
times the value of the clearing debts, large as these may be. 

For instance, after the war Holland will have a little bill to present to 
Germany in which will figure not only the moneys due to the people of 
Holland for goods supplied and services rendered, but also odd items such 
as occupation expenses and so-called “voluntary contributions” and similar 
items. Such a bill would read something like this: 


To Occupation expenses from May, 1940, to say January, 


1945, at 100,000,000 guilders a month .. .. .. £A934,000,000 
“Voluntary contributions” to the wan against Russia, 
1,300,000,000 guilders .. .. . £A217,000,000 
,, Goods and services as per accumulated claims of the 
Netherlands banks against Germany, 4,000,000,000 
guilders .. .. . . £A670,000,000 
Abnormal increase of the ‘Netherlands state expendi- 
ture estimated at 1,000,000,000 oe waned 
for five years .. .. . : .. .. £A834,000,000 





Total... s. oc se oe +: os BARBS RRR 


The item “voluntary contributions” to the war against Russia has been 
extracted from the Netherlands Bank since July, 1941, when the Germans 
invaded Russia. The Bank was compelled to pay 50,000,000 Reichmarks 
a month for what the Germans called their “anti-Bolshevism campaign.” The 
Germans took one-fifth of this amount in Netherlands gold. This went on 
till March 1, 1943, when the gold holdings of the Netherlands Bank were 
exhausted. In all, thus, 192,000,000 Reichmarks worth of Netherlands gold 
was taken by the Germans as a “voluntary contribution” to the Eastern war. 

Occupation costs plus the so-called contribution which the Germans alleged 
was employed to fight Bolshevism amounted to 1,650,000,000 guilders 
annually or £275,000,000. This is more than the total revenue from taxation 
and other sources of income of the Netherlands Treasury. 

After March 1, 1943, the entire 50,000,000 Reichmarks a month were 
_ taken by cancelling each month that amount of the indebtedness which the 

Germans were accumulating in Holland. All this not being enough, the 
Germans recently called upon fhe Dutch—‘“in view of the increased costs of 
the war against Bolshevism and Americanism”—to increase the “voluntary, 
contribution” for the Eastern war by 100% and also to increase the cost of 
occupation by 20,000,000 guilders a ‘month or £3,300,000. This increase has 
not been shown in the “bill.” 

A less obvious method of bleeding the country white employed by the 
Germans was the lifting of the currency barrier between the two countries. 
This led to an increased flow of German paper notes into Holland, from 
1,000,000 Reichmarks daily in April, 1941, to nearly’ 3,000,000 daily at the 
end of 1943. As a result of these measures and other transactions the 
Netherlands Bank’s holdings of Reichmarks balances increased from 
83,000,000 at the end of March, 1941, to about 4,000,000,000 at the end of 
April, 1944. 

If one recalls that shortly after the last war one could buy 1,000,000,000 
marks for 6d., one can realise what the possession of so much worthless paper 
may mean to Holland after this war. 

All in all, a bill for tangible debts can be presented to Germany by the 
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Netherlands for: at least £2,655,000,000, not counting the destruetion of 
buildings, lands: and the vital but imponderable assets destroyed by - the 
Germans such as human lives. 

All these and similar debts Herr Funk hopes to settle by supplying Holland 
and other countries victimised by German frightfulness with their vital needs 
after the war. As each country would be paying in its own currency the 
Germans would be placed in a position to purchase their requirements of raw 
materials from abroad, enabling them to manufacture finished products for 
export to their foreign creditors. This would mean that the whole of 
German industry immediately after the war would be placed in a position 
by its conquerors to conquer the export markets of the world. 





Aspects of Materials Control 
By R. J. UNIACKE, A.1.C.A., A.C.A.A. 


Since the outbreak of war there has been an unfortunate tendency among 
many firms to overlook the importance of the Stores Department. Most 
firms, however, are at the present time able to give more consideration to 
this matter and it is proposed to deal with three aspects of materials control, 
ie., Receipts, Issues and Storage. 

The accountant or cost accountant is vitally interested in these factors and 
it should be his duty to see that adequate protection is afforded materials 
and that by means of continuous stock checking he assists in safeguarding 
the interests of his company. With this idea in mind, the accountant should 
make a regular detailed inspection of stores procedure and through his 
officers satisfy himself as to the tidiness and general efficiency of that depart- 
ment. 

RECEIPT OF MATERIALS 

In establishing a procedure for the receipt of materials, the objective 
should be to— 

(a) Ensure accuracy; 

(b) Reduce the possibility of collusion between employees and/or outside 

suppliers. 

(c) Record details of deliveries expeditiously for early payment of 

accounts. 

To attain our objective, it is recommended that a Receiving Department 
be established. All inwards goods should be directed to this department, 
whose duty it will be to receive and check all goods received. A number of 
checkers will perform this work and by means of continuous feed stationery 
a triplicate record giving details of name and address of supplier, order 
number, quantity and description of goods received will be typed immediately 
checking is completed. It might be explairled at this juncture that this 
department is not a store and is established solely for the purpose of checking 
inwards materials. On completion of checking and typing of the inwards 
record, the goods will be despatched to the particular store concerned, accom- 
panied by one copy.of the above record. The other two copies will be 
distributed as follows: One copy will be retained by the Receiving Depart- 
ment and the other copy will be forwarded to the Accounts Section. The 
receiving storeman will acknowledge receipt of the goods by signing this 
copy of the inwards record, which he will immediately send to the Accounts 
Department. The purpose for this double checking is obvious, as it not only 
lends itself to greater accuracy but it is also a means of obviating possible 
dishonesty on the part of employees. Furthermore, possible collusion 
between employees and outside suppliers would be considerably reduced. 
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The Receiving Department should be instructed that under no consideration 
is it to hold goods for more than 24 hours, subject to the accountant’s 
approval. This will ensure a quicker advice of delivery, bring under notice 
queries and enable a follow up on the stores double check to be established. 


IssUE OF MATERIALS 


The importance of an efficient method of issuing cannot be too strongly 
stressed. Urgent production requirements are sometimes handicapped 
through lack of foresight and organisation on the part of the Stores Depart- 
ment and a very special study should be given to the removal of bottle-necks 
and anomalies. It is a good plan to have a number of small stores located 
conveniently to production centres, which will obviate the necessity of 
instituting a delivery system from the different stores to these centres, 

Each production centre, by means of forward planning, should know the 
materials it will use for a certain period ahead. ‘This information is usually 
obtained from the bills of materials covering all jobs or orders in operation. 
With this information stores will be able to hold materials in advance of 
requirements reserved specifically and charged to the job, process, operation 
or product. At the end of each cost period the material held in this manner 
will be credited to work in progress. 

If this is not possible or desirable, a regular service of inter-factory trucks 
should be established and by means of small boxes plated around the factory 
area materials requisitions may be collected at regular intervals. Naturally, 
these requisitions will be authorised by a responsible officer, but it is interest- 
ing to note that on delivery of the materials to the relative departments or 
centres, no receipt is obtained for delivery of the goods. It is considered 
that employees may be trusted in this regard; moreover, the issuing store- 
man will initial the requisition and mark it with the balance of stock on 
hand remaining after issue. Objection may be raised to this statement, but 
with a little thought it will be seen that a person would not be able to deny 
having received the goods too often because by doing so he would immediately 
raise suspicion on himself. 4 

Storemen should be required to initial copies of requisitions for materials 
as it gives them an added feeling of responsibility. To enable the performance 
of a continuous stock check, the issuing storeman should note on the 
requisitions the physical stock remaining so that. when completed that balance 
may be checked with the stock card balance after posting. The manner in 
which this information may be obtained is explained under the next heading, 
“Storage of Materials.’’ Obviously, with this information, the actual physical 
quantity of materials on hand is checked continuously with the recorded 
figure and any discrepancies will be quickly detected and adjustments made 
without delay. 

STORAGE OF MATERIALS 

There are a number of factors to be considered under this heading and 
these are summarised as follows: 

Buildings —The type of building to be used as a store is usually deter- 
mined by necessity with due regard being given to overhead cranes, maximum 
light and expansion. 

Equipments.—Many devices are now available to assist stores personnel, 
and the procurement of fixed and portable cranes, hoists, trucks, scales, etc., 
should be considered and provided in adequate numbers. Counters should 
also be installed for the purposes of convenience and providing a means of 
preventing unauthorised persons, from having access to the materials. 
Counters should be at right angles to shelving. Shelving may be of either 
wood or steel structure and wherever possible it should be adjustable to 
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meet varying requirements. The inside of shelving should be painted white 
as a means of providing better light. 

Units of Materials —No fixed rule can be applied to the units to be allotted 
to different types of materials. Units are dictated either by trade custom or 
the manner in which such materials are used and handled. Steel, for example, 
although purchased on a weight basis, is usually ordered, stored, issued and 
recorded on a lineal measurement basis. It is ymportant that the unit be a 
convenient one and not too small. The method of storage should be arranged 
in such a manner that it is possible to see at a glance the quantity of stock on 
hand for each item. 

To give some indication as to the storage methods adopted, a number of 
items have been detailed hereunder. 


Bolts and Nuts.—Reserve stocks are held in bags labelled with a descrip- 
tion and size of the item, identification number, contents of each bag and the 
progressive total if more than one bag is held in reserve. A small quantity 
of these items is held in the shelving for issue. These are usually contained 
in suitable containers which bear a reference to the location and quantity 
held in reserve. Each container also bears an individual and progressive 
total of the stocks held. For example, should there be three containers each 
holding 20 items and 100 are held in reserve, quantities will be marked on 
the containers as follows, commencing from the bottom tray: 20, 120; 20, 
140; 20, 160, etc. Small wooden dividers with progressive totals marked on 
the top assist the storeman in quickly calculating the stock on hand. These 
are used in subdividing containers and should not be more than 4} inch thick. 
It is a good idea to mark the quantities up to a figure representing minimum 
stock with a distinguishing colour. 

Steels —Storage of steel is a problem that often causes great concern. For 
steels of 2 inches diameter and over the use of wooden bearers is recom- 
mended ; size approximately 3 inches wide, 2 inches thick, and length to suit 
requirements, with wooden blocks at either end. For the smaller diameters 
of steel the vertical method of storing is recommended and under this scheme 
it will be found that a great deal of space can be saved. There is usually 
no great difficulty experienced in showing the progressive totals, in units of 
lineal measurement, for the larger types of steel as each bar may be measured 
and the total of each row of bars and progressive total shown on the wooden 
bearers. For the smaller types, however, it is considered best to work in 
small bundles, a check being made each time a new bundle is required. 

Where a number of smaller pieces of steel are collected, such as cut-offs, 
etc., difficulties may be experienced in keeping the racks tidy or in dis- 
tinguishing the quantity of stock on hand. It has been found convenient to 
collect all small pieces of the same type together, open up an account in the 
stores ledger for Small Pieces, Mild Steel or Duraflex, etc., transfer the 
quantities from the other stock cards, and show pounds weight as a unit. 
This will enable the storeman to keep his steel racks in a tidy condition as 
these small pieces usually prove to be very troublesome. Pounds units are 
used as it is impracticable to use lineal measurements on these pieces. 


Steel Plates—A square footage unit is suggested as a suitable unit and 
requisition of plates should be made to the nearest square foot. A crayon 
should be used to denote the remaining balance and scrap pieces transferred 
to a pool. Issues from pool should be charged at full rates and credited to 
a special account to be transferred at the end of each cost period to overhead 
expenses or pro rata to production. The lean-to method of storage is recom- 
mended for economy.of space and facilit¥ of handling. 

Piping may be handled in the same manner as steels. 
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Bottles, cases, etc., may be stored in rows of 10 if possible. With an 
identifying metal tag it is very easy physically to check a considerable stack 
of these items. 

It will be found advantageous for the sake of appearance and uniformity 
to adopt a standard colour scheme. All fixtures, bearers, tags and identi- 
fication strips should be of one colour and the numbering and lettering of 
another colour. 

The above is merely a brief indication of some of the methods adopted and 
it should be borne in mind that it is not possible to standardise any storage 
methods. In most cases the circumstances are different and each must be 
studied separately; the chief idea is not only to make it possible for stocks 
to be identified quickly but to enable the physical stock on hand to be seen 
at a glance. 





Extract from a London Letter 


Half-way through the lecture on “Standard Costing” the caretaker came 
in to announce “Danger overhead!” 

Nobody took any notice. 

When the bomb came down not too far away and walls were shaking 
and windows clattering, the lecturer interrupted his paper with the following 
comment: “That is my first practical experience that overheads have come 


hd 


down ! 





Correspondence 


The Editor, 
The Australian Accountant, 
Melbourne. 


Dear Sir, 

The following refers to two articles in the July and September issues of 
The Australian Accountant. They concern “Problem of Varying Costs” and 
“What Is True Cost of Production?” 

In neither instance does it seem that the writer has quite hit the’ point. 
No doubt reference in the July article to increased production lowering the 
rateable amount of fixed expense chargeable per unit caused the September 
contribution. The former statement was quite right so far as it went, but 
the whole matter is so obvious that it hardly calls for such emphasis. To 
your September contributor I would quote the following extract from my 
book on the Standard Cost Accounting (pp. 12 and 174): 

“Standard and actual cost values should be the same at the commencement 
and end of the trading period. The fact that actual costs move away from 
standard set values as the year progresses does not alter this fact. Profits 
are not made as the direct result of operating of a system. Whether a 
standard or an actual system is in operation, the profits must be the same. 
The proper functioning of a standard costing system will make available 
for the use of the management more accurate costs, and a more suitable 
basis upon which quotes can be made and selling prices fixed. The figure 
at which stock on hand will appear in the final balance sheet will not be 
affected, because the system itself provides for a revaluation of standard 
and actual values. The operation of a standard process costing system does 
not extend to setting standards for anything other than cost or elements of 
cost. Expenses and outgoings which are not part of production cost are 
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absorbed into the selling price in so far that they are included as a charge 
against the margin between standard cost and selling price.” 

“Historical Accountancy” may have gone and “the predictive method 
may be the vogue,” but let us, as cost accountants, realise that our predictions 
must be limited by our knowledge. In business, seldom does anything ever 
go exactly according to plan, and it is well that it does not, as otherwise the 
whole of business itself would become a standardised routine. What we 
want is initiative and an expression of the individuality of all sections 
employed, and the most successful cost accountant will be the man who has 
a flexible outlook and can co-ordinate the thoughts and expressions and 
actions of all and sundry into the ultimate data which it is his province to 
make available. Moreover, to your contributor in the July issue I should 
like to say that it is not the cost accountant or, for that matter, the budget 
officer who supplies the data for the sales budget; so that it is really not 
“imperative” to the conduct of business what the cost accountant thinks, 
As for accepting only what can be substantiated by past performances, these 
days, well I’d like to see how many businesses could follow this year what 


they did last year, and so on. . : 
Yours sincerely, 


GERALD H. Grecory. 


REGISTRATION OF ACCOUNTANTS 
The Editor, 
The Australian Accountant, 
Melbourne. 
Dear Sir, 

The comments of Mr. Brennan under the above heading in your 
September issue are interesting and informative, albeit certain items would 
seem to call for more detailed information. For instance, Mr. de Paula’s 
statement, “that the whole of the education for the accountancy profession 
is in the hands of the universities’ —referring to the U.S.A.—is surely not 
correct. By far the greater number of candidates for the C.P.A. examination: 
in all the States are tutored by private educationalists, among which are 
the Walton School of Commerce, Pace & Pace, La Salle Extension University 
and ‘the International Society of Accountants. Admittedly, under licence, 
some of these institutions allow their courses to be used by many of the 
universities. The American Institute of Accountants and the New York 
State Society of Accountants control their own examinations. The virility 
and influence of these two bodies cannot, therefore, be ascribed to anything 
other than their own control and management. 

As to New Zealand, the claim seems doubtful that because of registration 
“it is unquestionable that the profession has been improved by it.” If it is 
intended to convey that the improvement is due to the fact that the Society's 
examinations are conducted by the university, then there is no apparent 
support for this view, at least from the President and Council of that Society. 
As a member for over forty years, I can say that the position is much 
different. ’ 

It should be known that certain of the subjects for the B.Com. degree 
provide the qualification for membership of the Society. The Society has 
for years been far from satisfied with the education provided by the 
university, and its many recommendations to bring subjects into line with 
modern practice have to date fallen on deaf ears. At the present time the 
Society is earnestly seeking the establishment of a distinct Chair of Account- 
ancy and representation on behalf of the Society in the selection of essential 
and suitable subjects and in control of the examinations. 








1944 


In 
of tl 


—_a 


Ss —- 


-" = a 7A a 


dent 
ther 
not 

pres: 
tute: 
repr 
the 


Ada 
wou 
tion: 
wou 
by t 
bett 
Aus 
cons 
therr 


that 
prof 


in st 


intet 
purt 


conc 


Mel 


lette 


to sé 
poin 
add 











NOV 


large 





1944 THE AUSTRALIAN ACCOUNTANT 407 


In the Society’s journal of May, 1943, appears this extract from the report 
of the Examination Committee of the Society: 
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tions “The Secretary said that the B.Com. degree was drafted apart from 
ever the Society, which had no representative on the Senate. Repeated requests 
e the # * for such representation had been turned down. After further discussion 
t we it was resolved— 

tions “*That in the opinion of this committee, the Professional Examinations, 
) has being purely technical, do not provide a background sufficiently broad to 
and meet the rapidly changing conditions in trade and commerce. Therefore, 
e to with a view to. raising the status of the accountancy profession it is 
ould considered desirable that a Degree of Accountancy be established or, 
get alternatively, that the scope of,the B.Com. degree course be altered to 
; re provide a closer link with the profession.’ ” 

inks, 


As Mr. Brennan points out, despite the individual viewpoint of the Presi- 
dent of the Institute of Chartered Accountants in England, the members 
there—and presumably they have a sound appreciation of the position—have 
not accepted suggestions to frame a Bill to provide for registration for 
y. presentation in Parliament. In South Africa the various accountancy insti- 
tutes have established a common examination board, on which all are 
represented. The examinations are conducted by this board on behalf of 
the respective institutes. 

From Mr. Brennan’s previous statement and from his comments upon Mr. 
Adamson’s letter, I gather that his opinion is that registration of accountants 
would be of great benefit to the community, and that the control of examina- 
tions and the education of candidates therefor by the various universities 


hese 
what 


hey would result in a higher and broader standard of knowledge being acquired 
‘le by the young accountant of the future. The latter very desirable result can 
re: better be achieved by the Institute itself, in conjunction with the other 
Si 


Australian accountancy bodies, than by any scheme of registration with the 
NOt-# consequent control of education and examinations by other than the Institutes 
lon: § themselves. ; 

are With all due respect to Mr. Brennan, and he holds my sincere respect and 
sity § that of all members for the long and valuable services he has rendered to the 
nce, § profession and the Institute, I fail to see that there is any evidence available 
the F in support of his opinion. ; 





ork As the matter is one which vitally concerns every member, it would be 
lity interesting to hear other viewpoints. A meeting called for the express 
N§ § purpose of debating the subject would certainly be well attended by members, 
; and result in an expression of opinion that would be very valuable to all 
on F concerned. 
an With compliments, 
‘YS I Melbourne, C. V. RoBERTSON, F.IC.A. 
ent October 20, 1944. 
ety. 

h 
"7 Mr. T. F. Brennan submits the following comments on Mr. Robertson’s 
ree (etter: 
has I am averse to entering upon a controversy on this matter as I am unable 


the @ ‘© see that any satisfactory result can thereby be achieved, but in relation to 
ith § POints in respect of which Mr. Robertson expresses doubt I should like to 
the § 2dd to what I have previously said that 

(1) Mr. de Paula’s statement, which I quoted, is reported to have been 
made at a joint meeting of the Chartered and Incorporated Accountants 
in Liverpool. It is understood that Mr. de Paula has had personal 
experience of America and American conditions. 


nt- 


ial 
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(2) My statement with regard to New Zealand, in relation to which Mr. 
Robertson says “the claim seems doubtful” was based on a letter 
dated Ist August, 1944, from Mr. D. G. Johnson, Secretary of the 
New Zealand Society of Accountants, from which the following is an 
extract: “I have no reason to alter the opinion given im 1920 to the 
effect that the standard of the profession of accountancy has been 
raised since the incorporation of the New Zealand Society of 
Accountants under act of Parliament.” 


(3) It is not correct to describe the reported statement of the President 
of the Institute of Chartered Accountants as his “individual view- 
point.” He indicated plainly that the representatives of the Institute 
and of the Incorporated Society were in accord on the matter and he 
said, “I should make it clear that the responsibility for the delay in 
no way lies upon either the representatives of the Institute or of the 
Incorporated Society.” Those two bodies are admittedly two of the 
most important accountancy bodies in the world. 


The Editor, 
The Australian Accountant, 
Melbourne. 
Dear Sir, 


As the registration of accountants is of such vital interest to all out 
members I shall be obliged if you can find space for the following. 

Having the privilege of knowing both Mr. T. F. Brennan and also Mr. R 
Adamson personally I can readily understand their differing point of view 
in respect to Government registration of accountants, and I should like to 
put forward another aspect which may interest the greater number of our 
members. 

Broadly speaking, accountants may be classed as “academic” (or “educa- 
tional”) accountants, comprising tutors, university lecturers, the examining 
bodies of the various Institutes, etc., all of which are concerned with the 
training of our students. ; “public accountants,” who may be defined as those 
solely engaged in auditing and accounting for clients; “practising afcount- 
ants,” comprising the large number of those, qualified by examination, who 
are engaged in accountancy work as members of staffs of banks, companies, 
Government departments, etc., all of whom possess certificates from some of 
the recognised Institutes. In addition, there are those who are authorised 
by the Government to audit company and municipal accounts, after having 
passed a Government examination. 

If compulsory registration of accountants be enforced by the Government, 
with, presumably, annual “registration fees,” the above certificates would 
probably be of little value, because the demands of the so-called “practical 
men” of “long experience” for registration might soon result in a great 
influx of “registered accountants” who could “legally” use that title. More- 
over, the membership of the various established Institutes would probably 
decline considerably. 

Many of us, in particular those who have the best interests of the students 
at heart, feel that anything which would tend to lower the standing of the 
Institutes is to be deplored, especially at the present time, when Government 
control of so many business activities, due to war-time necessities, is subject 
to so much criticism in some quarters. 
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OV. 

Mr Let us beware of creating a “controlling interest” which may in time undo 
ther all the good our Institutes have done in the past. 

the Yours faithfully, 

a H. C. ZuMSTEIN, A.1.C.A. 









































East St. Kilda, 





be October $2, 1944. 
of 
lent The Editor, 
ow. The Australian Accountant, 
tute Melbourne. 
he Sir, 
yin Mr. Brennan's expressed belief that the growing need for a higher standard 
the of education for the accountancy profession constifutes the main reason for 
the registration is interesting. Evidently the objective of the advocates for 
registration is to ensure that every public practising accountant shall have 
a cultural educational background equivalent to the members of the medical 
and legal professions. 
Provided practical training is judiciously blended with academic education, 
this may be a laudable ideal, but how and when is this objective to be reached ? 
The members of the Commonwealth Institute should be concerned with the 
practical side of the question as it affects Australia, and its special conditions, 
before the happenings and proposals in other countries, whether or not 
Mr. Brennan’s statements are quite accurate. Let me therefore set down 
out categorically the issues involved in any attempt to attain the ideal mentioned 
by registration of accountants. 
R. 1. The -Commonwealth Government has no power to legislate in this 
lew direction. If it had, the Federal Parliament would probably create, by 
to a special Act, an entirely new institute—say, The Australian Society 
mur of Accountants—to over-ride the existing institutes of accountants, 
whose functions would then, practically disappear. 
ca- 2. In the absence of Commonwealth legislation, it will be necessary for 
ing each State to pass separate registration bills and appoint separate 
the registration boards. 
nse 3. Each State registration board will act independently, keep its own 
nt- registered lists and prescribe its own examinations or conditions for 
‘ho registration. If higher educational standards are insisted upon, there 
es, is not likely to be uniformity. Already we know of the varying 
of standards of State Education Departments. 
ed 4. Membership of the existing institutes will not be essential, as the 
ng Government certificate of registration will be sufficient for all practical 
purposes. 
nt, 5. In order to preserve the inherent rights of any citizen to earn his own 
ild living, the registered lists will contain the names of numerous persons 
cal who are not members of the existing institutes, and a considerable 
vat number may not even be qualified by examination. 
re- 6. The closing of the door of the public practising side of the accountancy 
ily profession, to all except a specially educated few, is practically impos- 
sible for at least a generation in these circumstances. 
its I cannot conceive that the members of our Institute, which has been 
he developed by hard work, will be disposed to drop the substance and grasp 





the shadow—the substance being the power to mould the examinations as it 
may desire, and the shadow the chimerical vision of a highly educated 
practising profession in the dim distant future. 
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The general standard of accountancy practice—both public and commercial 
—has considerably improved over the past twenty or thirty years, and there 
is no reason why this improvement should not be accelerated during the next 
ten years. The matter lies entirely in the hands of the institutes themselves, 
which can, if they desire, strengthen their syllabuses by the inclusion of 
main subjects and sub-items which will require more study to, absorb and 
more intelligence to master in order to satisfy the examiners. 

It is in the province of the Commonwealth Institute to take the lead in 
this direction without fear of rivalry. There has never been a time in the 
history of accountancy in Australia when the high standard of one institute 
has not been emulated by the others. The prestige of an institute is judged 
by the calibre of its examinations, and the fallacy that other institutes reap 
the benefit by keeping to or setting up lower standards has long been exploded. 

I leave it to my fellow members to decide the question themselves on its 
merits. 


Yours faithfully, 


R. ADAMSON, A.I.C.A. 
Caulfield, 
October 16, 1944. 
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